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This  report  is  part  of  a continuing  nationwide  study  of  costs  and 
returns  on  farms  and  ranches  by  type  and  size  in  some  of  the  important 
farming  regions  of  the  United  States,  conducted  under  the  general  super- 
vision of  Wylie  D.  Goodsell,  Farm  Economics  Division,  Economic  Research 
Service.  Objectives,  methodology,  procedure,  and  terms  are  uniform  for 
all  areas  covered  in  the  study. 

Publications  in  this  series  are: 

Costs  and  Returns,  Commercial  Dairy  Farms,  Northeast  and  Midwest, 

1961 

Costs  and  Returns,  Commercial  Corn  Belt  Farms,  1961 

Costs  and  Returns,  Commercial  Egg-Producing  Farms,  New  Jersey, 

1961 

Costs  and  Returns,  Commercial  Cotton  Farms,  1961 

Costs  and  Returns,  Commer.cial  Tobacco  Farms,  Coastal  Plain,  North 
Carolina,  1961 

Costs  and  Returns,  Commercial  Tobacco-Livestock  Farms,  Bluegrass 
Area,  Kentucky,  1961 

Costs  and  Returns,  Commercial  Wheat  Farms,  Plains  and  Pacific 
Northwest,  1961 

Costs  and  Returns,  Western  Livestock  Ranches,  1961 

Summary  statistics  for  all  types  of  farms  in  the  series  are  presented 
in  the  annual  report.  Farm  Costs  and  Returns,  Commercial  Farms,  by 
Type,  Size,  and  Location,  Agriculture  Information  Bulletin  No.  230, 
Revised,  1962.  In  this  annual  report,  information  is  given  for  1961  with 
comparisons  with  I960  and  1959,  and  with  the  period  1957-59. 
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COSTS  AND  RETURNS, 
COMMERCIAL  DAIRY  FARMS, 
NORTHEAST  AND  MIDWEST,  1961 


Robert  J,  Muck,  Agricultural  Economist, 
Farm  Economics  Division,  ERS 

THE  COUNTRY  AS  A WHOLE 


For  the  United  States  as  a whole, 
milk  production  reached  a new  high 
of  125.5  billion  pounds  in  1961,  2.2 
percent  above  1960  and  about  0.6 
billion  pounds  above  the  previous 
record  of  124.9  billion  pounds  set 
in  1956.  While  total  U.S.  milk  pro- 
duction increased  by  about  2.6  billion 
pounds,  consumption  of  milk  and 
dairy  products  (milk  equivalent)  de- 
clined from  115.9  billion  pounds  in 
i960  to  1 1 5.4  billion  pounds  in  1 96l . 
On  a per  capita  basis  consumption 
declined  from  653  pounds  in  I960 
to  640  pounds  in  1961.  However,  ex- 
cluding Commodity  Credit  Corpora- 
tion donations  and  the  milk  con- 
sumed in  the  National  School  Lunch 
and  Special  Milk  Programs,  civilian 
consumption  fell  about  2 billion 
pounds. 

The  number  of  milk  cows  on  all 
farms  in  the  United  States  changed 
only  slightly  between  January  1961 
and  January  1962.  Cn  January  1962, 
a total  of  19,215,000  milk  cows  and 
heifers  2 years  old  and  over  were 
reported  on  farms  as  compared  with 
19,342,000  a year  earlier.  This  was 
a decrease  of  0.7  percent  in  1961 
compared  with  0.9  percent  in  I960. 
These  rates  of  decline  were  much 
smaller  than  in  1958  and  1959  be- 
cause of  improved  milk-beef  cattle 
price  relationships  and  continuing 
favorable  milk-feed  price  ratios. 

In  addition  to  this  tapering  off 
in  the  decline  of  milk  cows,  the  num- 


ber of  heifers  1 to  2 years  old  per 
100  milk  cows  increased  each  year 
from  1957  to  1961,  and  e stablished  a 
new  high  in  January  1961 . Similarly, 
the  number  of  heifer  calves  under  1 
year  old  kept  for  milk  cows  reached 
new  records  in  both  January  1960 
and  January  1961. 

The  small  declines  in  the  num- 
ber of  milk  cows  in  I960  and  1961, 
together  with  the  increase  in  the 
number  of  dairy  heifer  replace- 
ments, were  important  to  the  total 
milk  production  picture  in  1961. 
Despite  the  fact  that  greater  num- 
bers of  younger  milking  animals 
were  added  to  the  herds  and  culling 
was  less  extensive  in  both  I960 
and  1961,  the  milk  production  per  cow 
rose  to  record  levels.  For  the  United 
States,  milk  production  per  cow 
reached  7,000  pounds  for  the  first 
time  in  I960;  it  was  7,211  pounds  in 
1961. 

Production  rates  are  continuing 
their  upward  trend,  numbers  of 
farms  selling  milk  continue  to  de- 
cline, and  dairy-producing  units  are 
becoming  larger  and  fewer.  From 
1954  to  1959,  the  number  of  com- 
mercial dairy  farms  in  the  United 
States  declined  by  approximately 
120,000,  over  4 percent  a year,  but 
at  the  same  time  total  milk  produc- 
tion from  the  remaining  farms 
reached  new  record  levels,  and 
sales  of  dairy  products  increased 
substantially. 


SPECIALIZED  DAIRY  AREAS 


Typical  farms  discussed  here 
are  dairy  farms  in  the  Central 
Northeast  and,  in  the  Midwest, 
Eastern  Wisconsin  farms  producing 
grade  A milk.  Eastern  and  Western 
Wisconsin  farms  producing  grade  B 
milk,  and  Southeastern  Minnesota 
dairy-hog  farms  (fig.  1), 

The  specialized  dairy  areas 
studied,  like  the  rest  of  the 
country,  have  beenlosing  producers, 
and  some  of  the  herds  and  farms 
sold  by  the  producers  going  out  of 
business  have  been  absorbed  into 
the  remaining  units.  Due  in  part  to 
this  elimination  process,  production 
per  farm, has  attained  record  levels 
and  net  incomes  have  climbed, 
slowly  but  steadily. 

However,  this  is  not  the  only 
explanation  for  the  rise  in  net  in- 
comes on  dairy  farms  from  I960 
to  1961.  There  are  many  other 
reasons  which  should  be  examined 
more  closely. 

The  increase  in  net  farm  in- 
comes shown  for  all  five  groups  of 
dairy  farms  (fig.  2)  was  due  mostly 
to  greater  production  per  farm.  The 
most  important  single  factor  con- 
tributing to  this  was  an  increase  in 
milk  production.  On  the  Midwestern 
dairy  farms,  an  increase  in  prices 
received  was  also  an  important 
factor  in  the  rise  in  incomes,  but 
prices  received  by  dairy  farmers  in 
the  Central  Northeast  declined  from 
1960  to  1961. 

In  September  I960,  the  United 
States  price  support  level  for  manu- 
facturing milk  was  rai  sed  from  $ 3.06 
per  hundredweight  to  $3.22  by  an 
Act  of  Congress.  The  higher  sup- 
port had  little  immediate  price- 


boosting effect  because  market  price 
adjusted  to  the  annual  average  fat 
test  was  above  the  $3.22  level. 
Prices  continued  substantially  above 
supports  until  March  1961,  when  a 
second  increase  in  the  level  of  sup- 
ports to  $3.40  per  hundredweight 
placed  a floor  immediately  beneath 
the  current  market  prices. 

After  April  1961,  more  milk 
became  available  for  manufacturing 
than  in  the  same  period  of  1960. 
Consequently,  manufacturing  milk 
prices  pressed  strongly  against  the 
annual  support  level  of  $3.40  per 
hundredweight,  minimizing  seasonal 
variation  in  these  prices  in  the  last 
7 months  of  1961.  As  a result,  the 
increases  from  I960  to  1961  in 
prices  received  for  manufacturing 
milk  on  grade  B dairy  farms  in 
Eastern  and  Western  Wisconsin  and 
dairy-hog  farms  in  Southeastern 
Minnesota  were  close  to  the  rise  in 
price  supports  for  manufacturing 
milk.  On  these  farms,  higher  prices 
coupled  with  increased  milk  pro- 
duction contributed  much  to  the 
rise  in  net  incomes  from  I960  to 
1961. 

Prices  received  for  grade  A 
milk  in  Eastern  Wisconsin  did  not 
increase  as  much  in  1961  as  prices 
received  for  grade  B milk  in  Eastern 
and  Western  Wisconsin.  This  was 
because  more  surplus  grade  A milk 
was  produced  in  1961  than  a year 
earlier,  and  this  surplus  was  di- 
verted into  manufactured  milk 
channels  at  lower  prices,  lowering 
the  "blend"  price  of  all  milk  sold 
by  grade  A producers.  Thus,  from 
i960  to  1961  the  farm  price  of  grade 
A or  market  milk  did  not  increase 
as  much  as  the  farm  price  of  grade 
B or  manufacturing  milk. 
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NET  FARM  INCOME  PER  FARM 
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Figure  2. 


In  i960,  the  Wis  consin  price  of 
market  milk  (milk  produced  on  grade 
A dairy  farms)  averaged  50  cents 
per  hundred  pounds  above  that  re- 
ceived for  manufacturing  milk,  but  in 
1961  this  margin  was  reduced  to 
about  45  cents. 

Most  of  the  grade  A producers 
in  Eastern  Wisconsin  have  their 
milk  priced  by  a manufacturing- 
milk  formula  even  though  the  greater 
proportion  of  the  milk  they  sell  is 
used  for  fluid  or  market-milk  pur- 
poses. Manufacturing -milk  formulas 
are  based  on  the  value  of  milk  when 
converted  into  certain  manufactured 
milk  products.  Consideration  is 
given  to  the  price  of  these  products 


in  determining  the  farm  price  of 
market  milk.  Specified  amounts  are 
usually  added  to  this  basic  price 
to  account  for  the  increased  value 
of  milk  for  fluid  use. 

On  dairy  farms  in  the  Central 
Northeast,  prices  received  for  milk 
are  based  on  economic  formulas 
which  relate  fluid  milk  prices  to 
selected  economic  factors.  From 
1960  to  1961,  prices  received  for 
milk  sold  by  dairy  farmers  in  the 
Central  Northeast  declined  about  1 1 
cents  a hundredweight.  This  is  in 
direct  contrast  to  the  situation  oh 
the  Midwestern  dairy  farms  where 
prices  received  for  milk  increased 
during  the  same  period. 


3 


The  supply-demand  balance  of 
class  I sales  is  one  of  the  major 
components  of  the  economic  pricing 
formula  used  in  the  Central  North- 
east. The  lower  prices  received 
for  milk  sold  by  dairy  farmers  in 
the  area  in  1961  was  due  to  the 
supply-demand  imbalance  for  class 
I milk  (called  grade  A milk  in  the 
Midwest).  Greater  production  of 
class  I milk  was  not  sufficiently 
balanced  by  an  increase  in  demand, 
and  as  a result  the  blend  milk  price 
received  by  these  producers  was 
lowe  r ed. 

In  1961,  cash  receipts  from  the 
hog  enterprise  on  the  Midwestern 
dairy  farms  were  higher  than  re- 
ceipts in  i960.  On  the  three  Wis- 
consin farms,  fewer  hogs  were  mar- 
keted per  farm  in  1961,  but  a rise 
of  approximately  9 percent  in  price 
received  per  hundredweight  offset 
the  lower  marketings.  On  the  dairy- 
hog  farms  in  Southeastern  Minne- 
sota, cash  receipts  from  the  hog 
enterprise  increased  more  from 
i960  to  1961  than  on  the  Wisconsin 
farms.  Dairy-hog  farmers  in  this 
area  marketed  more  hogs  per  farm 
in  1961  than  a year  earlier,  at 
prices  averaging  7 percent  above 
those  received  in  I960. 

Prices  received  for  chickens 
and  eggs  sold  by  dairymen  in  all 
five  areas  declined  from  I960  to 
1961.  In  this  age  of  specialization 
more  and  more  dairymen  are  elimi- 
nating the  poultry  enterprise  on 
their  farms.  Average  cash  receipts 
from  the  sale  of  chickens  and  eggs 
on  these  farms  are  declining 
sharply,  due  both  to  lower  prices 


received  and  to  reduction  in  size 
or  elimination  of  the  enterprise. 

Still  another  factor  has  to  be 
considered  in  the  rise  in  net  farm 
incomes  on  these  dairy  farms.  Crop 
yields  were  substantially  higher  in 
1961  than  a year  earlier,  and  reached 
a record  level  on  all  five  groups  of 
farms . 

Record  yields  of  corn  for  grain 
and  for  silage  accounted  for  most 
of  the  increase  in  the  crop  yield 
index.  Average  increases  in  yields 
of  corn  silage  ranged  from  3.7  tons 
per  acre  on  the  Western  Wisconsin 
dairy  farms  to  1.2  tons  per  acre 
on  the  Northeastern  dairy  farms. 
Increases  in  yields  of  corn  grain 
ranged  from  12.3  bushels  per  acre 
on  dairy-hog  farms  in  Southeastern 
Minnesota  to  10.9  bushels  per  acre 
on  Eastern  Wisconsin  grade  B dairy 
farms  (table  1).  However,  the  total 
acreage  of  corn  on  all  five  groups 
of  farms  was  less  in  1961  than  in 

1960  due  to  participation  in  the  1961 
Feed  Grain  Program. 

The  record  crop  yields  in  1961 
provided  more  than  enough  home- 
grown feed  for  the  livestock  fed  on 
these  farms.  As  a result,  quanti- 
ties of  crops  held  in  inventory  on 
January  1,  1962,  were  higher  than 
a year  earlier. 

Net  farm  production  rose  sub- 
stantially from  a year  earlier  to 

1961  record  highs  on  all  five  groups 
of  dairy  farms.  The  increases  in 
both  milk  production  and  crop  yields 
coupled  with  the  increase  in  farm 
size  pushed  net  farm  production  up 
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1/  Preliminary, 


by  around  9 percent  on  the  Eastern 
Wisconsin  grade  A farms  and  8 per- 
cent on  each  of  the  other  four  groups 
of  dairy  farms.  However,  this  in- 
crease in  net  farm  production  did 
not  come  about  without  an  increase 
in  expenditures. 

With  the  sole  exception  ofhired 
labor,  cash  expenditures  increased 
from  i960  to  1961  in  all  categories 
on  all  five  farms  (table  2),  Wage 
rates  also  increased  during  this 
period,  but  the  amount  of  labor 
hired  per  farm  decreased  more 
than  enough  to  offset  the  higher 
wage  rates.  Average  increases  in 
cash  expenditures  ranged  from 
nearly  $900  on  dairy  farms  in  the 
Northeast  to  around  $260  on  grade  B 
dairy  farms  in  Western  Wisconsin. 

Most  of  the  increase  in  cash 
expenditures  can  be  attributed  to 
greater  quantities  of  inputs  pur- 
chased. Prices  paid  increased 
between  1 and  2 percent  on  all  five 
groups  of  farms.  Higher  prices  paid 
for  taxes,  feed,  farm  machinery, 
and  hired  labor  largely  offset  lower 
prices  paidfor  seed,  motor  vehicle s, 
and  farm  buildings  and  fences.  De- 
spite an  average  increase  of  nearly 
8 percent  in  cash  expenditures  from 
i960  to  1961,  the  index  of  total  cost 
per  unit  of  production  was  lower 
on  all  farms  in  1961  than  a year 
earlier.  The  substantial  increase 
in  net  farm  production  more  than 
offset  the  combined  effect  of  the 
higher  prices  paid  for  the  greater 
quantities  of  inputs  purchased. 

From  i960  to  1961,  operating 
expenses  per  dollar  of  gross  farm 


income  decreased  on  all  four  Mid- 
western dairy  farms  and  remained 
constant  in  the  Northeast  (fig.  3). 
However,  with  the  presently  high 
ratio  of  total  operating  expenses 
to  gross  farm  income  it  takes  a 
considerable  rise  in  gross  income 
to  make  a significant  change  in  net 
income  or  to  reduce  operating  ex- 
penses per  dollar  of  gross  income 
appreciably.  The  current  relation- 
ship between  prices  paid  for  goods 
and  services  used  in  production  and 
prices  received  for  products  sold 
also  adds  to  this  problem. 

For  instance,  on  grade  A dairy 
farms  in  Eastern  Wisconsin  average 
gross  farm  income  increased  $1 , 684 
from  i960  to  1961.  At  the  same 
time,  total  operating  expenses  in- 
creased only  $604.  In  other  words, 
for  every  $1.00  increase  in  op- 
erating expenses  (with  no  allow- 
ance for  return  to  operator  and 
family  labor  and  return  on  invest- 
ment) gros  s income  increased  $2.79. 
Despite  this,  however,  operating 
expense  per  dollar  of  gross  income 
was  reduced  only  3 cents. 

During  the  same  period,  gross 
income  of  dairy  farmers  in  the 
Central  Northeast  increased  $1,042 
while  operating  expenses  increased 
$686.  However,  in  both  I960  and 
1961,  operating  expenses  per  dollar 
of  gross  income  remained  constant 
at  66  cents. 

On  January  1,  1962,  the  current 
market  value  of  all  farm  capital  on 
these  typical  dairy  farms  was  at  a 
record  high  except  for  the  dairy- 
hog  farms  in  Southeastern  Min- 
nesota. On  this  group  of  farms, 
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Table  2. Receipts  and  expenditures,  commercial  dairy  farms,  specified  locations,  1960  and  1961 
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1/  Preliminary. 


OPERATING  EXPENSE  PER  DOLLAR 
OF  GROSS  FARM  INCOME 

Commercial  Family-Operated  Dairy  Farms 


Eastern  Wise, 
grade  A 

Eastern  Wise, 
grade  B 

Western  Wise, 
grade  B 

Central  N.  E.  — 

Southeastern  Minn, 
dairy-hog 
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Figure  3. 


investment  was  down  slightly  from 
the  record  high  established  a year 
earlier.  With  total  farm  investment 
at  record  or  near  record  levels  it 
becomes  increasingly  difficult  to 
expand  a given  size  unit  or  to  pay 
for  an  existing  unit  from  current 
earning.  This  is  especially  true  at 
current  high  interest  rates  if  one 
has  to  borrow  a high  proportion  of 
the  capital. 

Any  charge  for  capital  invested 
in  assets  on  a group  of  farms  must 
be  an  arbitrary  one.  Farm  assets 
vary  greatly  in  kind  and  are  pur- 
chased at  different  times.  Most 
farmers  and  ranchers  make  new 
investments  each  year.  Some  farm 


assets  have  a ready  market,  wherea  s 
others  may  be  disposed  of  only  at 
a sacrifice.  Thus  it  is  difficult  to 
determine  a correct  and  valid 
charge  for  capital.  Determining  the 
return  to  operator  and  family  labor 
is  involved  in  this  decision,  because 
this  return  is  the  net  left  to  them 
after  all  production  expenses  have 
been  met  and  appropriate  capital 
charges  have  been  made  for  the  use 
of  capital  in  the  farm  business. 

Two  charges  for  capital  have 
been  used  in  the  income  estimates 
in  table  3.  The  first  is  obtained  by 
multiplying  total  capital  invested 
in  the  farm  business  by  the  cur- 
rent interest  rate  in  effect  January  1 
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Table  3. — Income  and  related  data,  commercial  dairy  farms,  specified  locations,  1960  and  1961 
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Note:  Information  presented  here  is  on  an  owner-operator  basis  primarily  for  comparability  between  types  of  farms.  Net  farm 
income  is  the  return  to  operator  and  unpaid  members  of  the  family  for  their  labor  and  management  on  the  farm  and  return  to  total 
capital.  No  allowance  has  been  made  for  payment  of  rent,  interest,  or  mortgage. 


for  new  loans  by  the  Federal 
Land  Banks  in  the  respective  areas. 
In  1961,  this  interest  rate  was  5.5 
percent  for  Midwestern  farms  and 
6.0  percent  for  the  Northeastern 
farms.  In  I960,  the  rate  in  both 
regions  was  6.0  percent. 

The  second  estimate  of  capital 
charge  is  obtained  by  multiplying 
the  farm  investment  values  January 
1 by  4.1  percent.  This  is  the  average 
rate  paid  by  farmers  on  outstanding 
debt  held  by  the  Federal  Land  Banks 
in  the  United  States  from  1940  to 
i960.  In  11  of  these  21  years  the 
interest  rate  was  4.1  percent. 

Return  per  hour  to  operator 
and  family  labor  varies  considerably 


from  one  group  of  farms  to  another. 
Based  on  an  interest  rate  of  4.1 
percent  on  capital,  average  hourly 
returns  in  I960  ranged  from  86 
cents  on  Eastern  Wisconsin  grade 
A farms  to  33  cents  on  Eastern 
Wisconsin  grade  B farms.  With 
this  rate,  hourly  returns  on  all  five 
groups  of  farms  increased  in  1961, 
as  did  the  variation  among  the  dif- 
ferent groups  of  farms . The  average 
hourly  return  ranged  from, 50  cents 
on  grade  B farms  in  Eastern  Wis- 
consin to  $1.10  on  grade  A dairy 
farms  in  the  same  area.  If  the 
alternative  capital  charge  of  5.5 
percent  is  used,  average  hourly  re- 
turns in  1961  on  these  two  groups  of 
Wisconsin  farms  are  reduced  by  I6 
and  22  cents,  respectively. 
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